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Impact of the Revised FPC Uniform
System of Accounts
BY SAMUEL E. ELLIS

Partner, Kansas City Office
Presented before the Annual Convention of the Missouri
Valley Electric Association, Kansas City — September 1960

has been announced as a talk on the "Impact of the
Revised F P C Uniform System of Accounts." Because of the
technical nature of the subject, however, I am taking the liberty of
presenting it in the form of a paper.
As a general observation, we in the public accounting profession had hoped that the revision of the system would permit utility
accounting more nearly in accordance with generally accepted accounting principles but that does not appear to have happened.
It is a safe assumption that all of you, or at least a majority,
have been giving the proposed system a lot of thought since its
announcement in 1959, with a view to determining how the revision
will affect your company. Presumably everyone has made, or had
available, an analysis of differences between the present and proposed system of accounts. Under these circumstances I would consider it a waste of your time and mine to point out the very many
minor differences between the two systems and so shall try to confine the discussion to those points of difference that may cause difficulty in execution or that may be subject to several interpretations.
MY

SUBJECT

POINTS O F D I F F E R E N C E
DEFINITIONS

First, the changes in definitions in the proposed and current
instructions are minor and do not appear to raise any problems. The
only completely new definition relates to Item 30 dealing with "service life" and there is little room for disagreement with the proposed
definition.
INSTRUCTIONS

The second section of the proposed system deals with general
instructions. Changes have been made in the limitations concerning
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what utilities will be classified as A , B , C, or D for application
of account systems. Classifications are to be based solely on the
volume of operating revenues rather than on a combination of operating revenues and original-plant costs as at present. A s the limits
for the various classes have been raised, it is doubtful, however,
if any company will find itself in a higher class than at present. It is entirely possible that some companies will now be classified as C or D rather than B and will find that the accounting sytem
required is somewhat less detailed than heretofore.
NUMBERING SYSTEM

The uniform account numbering system has been entirely revised, with the result that the number of financial statement captions
has been expanded, possibly to an objectionable extent. For example, property balance-sheet accounts have been increased from
three to ten and inventory-supply accounts from one to ten. The
new accounts appear to be of little interest to most statement readers
and it is understood that objections to this expansion were voiced
by various utilities in their comments to the F P C on the new system.
While the renumbering of accounts and the familiarizing of employees with them will be a burden to the companies, the most important change in this section is contained in Item 3C, which now
requires that the new account numbers be indicated "in the various
sources of original entry," although such numbers may be omitted
if the utility's own account numbers are so used. The original release of the new account system required that F P C account numbers be placed on original documents which was subsequently changed
to either F P C or Company account numbers; if this requirement had
remained unchanged, the additional clerical cost would have been
very large in many cases. This requirement probably should be interpreted to mean that utilities now using their own account numbers on original documents, as permitted by the present and proposed
systems, will not be required to code documents such as vouchers,
time cards, and requisitions with a uniform system number as well;
however, it is certain that one series of account numbers or the other
should appear on original documents. A substantial increase in clerical work load may ensue.
PROPERTY RECORDS

The section on Electric Plant Instructions contains several new
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items of considerable interest. The substitution of the phrase "Retirement Units" for "Units of Property" to describe components of
the property accounts is of importance to show the Commission's
continuing and increasing interest in the problem of accurate property
retirement.
However, Item 11C requires what appears to be an entirely new
type of property record for many utilities, and I quote: "Each utility
shall maintain records in which, for each plant account, the amount of
the annual additions and retirements subsequent to the effective date of
this system of accounts are classified so as to show the number and
the cost of the various record units or retirement units." It is not
my opinion alone, but also that of a number of others in both public
and utility accounting, that this instruction can be met only by maintaining continuing property records. I feel we must interpret this
instruction to mean that present property records should be recast
in "record or retirement units," if not now in that form, in order to
book retirements as required.
For those companies not now maintaining continuing property
records (and it appears that they are quite numerous), the prospect
of commencing such record-keeping is staggering in time and money
concerned. A complete physical inventory of plant property by retirement units would appear essential as a starting point. Also it
must be assumed that those utilities not having property record systems of this type will be allowed a reasonable length of time in which
to comply. In one case of which I have knowledge, a utility began
the installation of continuing property records approximately ten
years ago and the task is still incomplete although much time and
money has been spent on the project.
Additional discussion of this matter will be taken up in dealing
with Account 403—Depreciation Expense—but let me add just one
more comment at this time. I examined a number of utilities' letters
to the F P C commenting on the proposed uniform system, and invariably these letters pointed out the time and expense required in the
installation of such a property system and, to their minds, the needless additional work when adequate property records were already
in existence.
OPERATING MAINTENANCE

The next section of the system, Operating Maintenance Instruc-
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tions, has been somewhat expanded by the addition of examples of
items to be included in supervision and engineering, and by the addition of preventive maintenance in the maintenance section. It is
now required that rents paid, if significant in amount, be shown separately on the income statement.
BALANCE-SHEET ACCOUNTS

Balance-sheet prime accounts have been increased from 70 to 104
by assigning whole numbers to accounts considered to be sub-accounts under the present uniform system. As stated previously, it
does not appear that any useful purpose is served by increasing the
number of balance-sheet titles in financial statements.
The descriptive matter accompanying the new balance-sheet account numbers has been changed in numerous instances, of which
the following are typical:
Account 105—Electric Plant Held for Future Use—The description now spells out that normal spare capacity shall not be
included in this account.
Account 106—Completed Construction Not Classified—A new
account stated to be for the purpose of avoiding "any significant omissions in reported amounts of electric plant in service." I am sure that the majority of utilities will have little
use for this account for it is common practice to classify and
transfer the bulk of completed construction to electric plant
in service at or before the end of fiscal periods.
Account 123—Investment in Associated Companies—Note D —
This note requires that write-downs or write-offs of investments in associated companies are to be charged to Account
435, Miscellaneous Debits to Surplus, or to a reserve, presumably set up by charges to the same account. In either case
this would mean that earned surplus is directly affected. A p parently, no provision is made for charging such items to
Miscellaneous Income Deductions as permitted under the present system. I do not believe, however, that it is the Commission's intention to prohibit charging such adjustments against
credits arising from a restatement of capital or to some other
paid-in capital account, for it appears that the right to follow
such a course is most important to a utility which, with per68

mission of regulatory authorities, may have written down its
capital in order to provide paid-in surplus for anticipated adjustments in the ledger value of its investments in associated
companies.
Account 124—Other Investments—Paragraph B states that capital stock of the utility reacquired by it under a definite plan
for resale may be included in a subdivision of this account and
reference is made to Account 217—Reacquired Capital Stock.
This reference may raise a question as to whether profit or
loss on disposal of this stock should be treated as provided in
instructions to Account 217, that is, charged or credited to
Account 210—Gain on Resale or Cancellation of Reacquired
Capital Stock, except that any charges in excess of credits
should be charged to Account 435—Miscellaneous Debits to
Surplus. I incline to the opinion that the instructions mean
net profit on such sales should be credited to Miscellaneous
Credits to Surplus and that net losses be charged to Miscellaneous Debits to Surplus. A s Account 210 is obviously intended to be a capital surplus account, the proper accounting
treatment under generally accepted principles of accounting
would be to reflect the profit or loss in Account 210, with any
excess debit being charged to earned surplus.
Account 142—Customer Accounts Receivable—The proposed instructions require that accounts be maintained so as to permit
ready segregation of amounts due for utility services and
amounts due for merchandising, jobbing, and contract work.
The present requirement is that the accounts be kept so that
such separation could be ascertained "within a reasonable
time." A t first glance, the new requirement does not appear
onerous, as most utility billings are now machine-made and
boards can be re-wired or billing-machine registers altered to
give this separation, if not already available; however, delinquent balances due from customers having both utility service
and merchandise accounts are frequently not segregated. Obviously, if balances are segregated, partial payments on delinquent balances would require arbitrary allocation.
Account 144—Accumulated Provision for Uncollectible Accounts
—Paragraph A states in part: "Records shall be maintained so
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as to show the write-offs of accounts receivable for each utility
department." A s stated in comments with respect to Account
142 above, to fulfill this condition would require arbitrary allocation between utility departments of any partial payments
received on accounts written off. I am somewhat puzzled by
this requirement because the new system does not require that
customer accounts receivable be kept by utility departments.
Account 210—Gain on Resale or Cancellation of Reacquired
Capital Stock—When instructions for this account are read
in conjunction with those in paragraph B of Account 217—
Reacquired Capital Stock, it does not appear permissible to
charge debits arising from the retirement of capital stock
against accumulated credits in Account 210 arising from the
resale of capital stock, and vice versa. In these circumstances
a clear distinction will have to be drawn between resale and
retirement entries made in Account 210.
Account 214—Capital Stock Expense—This account, though
normally a debit balance, is to be made a part of capital on
the liability side of the balance sheet whereas its counterpart in the present system is considered a deferred asset. I
am sure that many utilities feel that capital stock expense
should remain on the asset side of the balance sheet as a cost
of procuring capital and a value on which a utility is entitled
to earn a fair rate of return. The unusual balance-sheet treatment and prohibition against writing off any of the balance
of the account against premium on similar capital stock is
peculiar to the Federal Power Commission. As a matter of
general interest, within the last two years, the Civil Aeronautics Board has revised its system of accounts for airlines
to permit offset of capital stock expense against premium on
similar capital stock.
It is well to note at this point that instructions under current
and accrued liabilities forbid showing as current liabilities bonds and
similar obligations maturing within one year; this treatment appears
to be in direct contravention of generally accepted principles of accounting and of the requirements of the Securities and Exchange
Commission.
Accounts 281 and 282—Accumulated Deferred Income Taxes
(Accelerated Amortization and Liberalized Depreciation)—
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While the new system proposes no material change in the
text of these accounts from equivalent ones in the present
system, it appears advisable to consider for a moment their
implications. It is not mandatory to use either account or
the corollary accounting although I am inclined to think the
use of Account 281 should be required if applicable conditions
exist. W i t h respect to the use of Account 282 when liberalized
depreciation is taken for income tax purposes but not for book
purposes, there is considerable divergency of opinion between
the advocates of deferred income tax or "normalization" accounting and those of the "flow-through" theory. The American Institute of C P A s ' Accounting Research Bulletin No. 44
(Revised) presents the conclusion that accounting recognition
should be given to deferred income taxes except "where charges
for deferred income taxes are not allowed for rate-making
purposes, accounting recognition need not be given to the deferment of taxes if it may reasonably be expected that increased future income taxes, resulting from the earlier deduction of declining-balance depreciation for income-tax purposes
only, will be allowed in future rate determinations." There is
a good deal to be said for non-recognition of deferred income
taxes in the case of electric utilities, aside from rate-making
purposes. Based on the continuing expansion of electric utility
generating and distribution properties, the long life of such
assets, and the low rate of retirements, it is difficult to foresee
a time when book depreciation will exceed that for income tax
purposes under the use of liberalized depreciation. This was
one of the main facts taken into consideration by the California Public Utilities Commission in a decision dated April 12,
1960 to the effect that deferred income tax accounting will be
disregarded for rate-making purposes. In that decision, court
cases in Pennsylvania, Maine, and New Jersey were also cited
as rejecting the deferred income tax theory for utility ratemaking purposes, while the Supreme Court of Illinois was
quoted in a March 30, 1960 decision as qualifiedly adopting
deferred income tax accounting but requiring the tax reserve
to be deducted from the rate base of the utility. A s the testimony before the California Commission ran to some 6,000
pages, I believe you will agree that there is much more to
be said than can be discussed here. In two very recent deci-
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sions in Colorado and New Jersey, the respective Commissions granted smaller rate increases than requested and required the companies to use "flow-through" for rate-making
purposes. A s a final note, there appears to be no further
question about the exclusion of accumulated deferred income
taxes from equity capital, particularly in reports to the Securities and Exchange Commission, after that body's statement
dated April 30, 1960 that such showing will be presumed to
be misleading or inaccurate.
INCOME AND EXPENSE ACCOUNTS

The income and expense account classifications have been somewhat reduced in number in the proposed system. In a number of
instances this change has been cited by utilities as curtailing the advantages to be gained by comparing functional costs between companies because insufficient detail will be contained in future annual
statistical and financial summaries. It is probable that many companies will devise supplementary records to complement the proposed system.
Several of the expense accounts appear to contain material
worthy of comment, as follows:
Account 403—Depreciation Expense—Paragraph B requires each
utility to "keep such records of property and property retirements as will reflect the service life of property which has
been retired and aid in estimating probable service life by
mortality, turnover, or other appropriate methods."
There does not appear to be uniformity of thinking among authorities (and I lay no claim to being one) on what the new
requirements under this section and under Item 11C of Electric Plant Instructions may be. I have already stated that
some authorities believe only dated, continuing property records will provide the required information. On the other hand
one large service organization for utilities is of the opinion
that the new system will require no more data than the present one. However, this organization also made the point that
many utilities have not strictly followed the present requirements. I feel that possibly both views are correct, and that
the Commission has merely become more positive in its demands for what it feels are adequate records. Nevertheless, it
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does appear that dated property records should be initiated and
maintained.
I have here a pamphlet issued by Jackson & Moreland, Inc.,
utility engineers, entitled "Continuing Property Records for
Public Utility Systems" from which I should like to quote.
After quoting Item 11C and Account 403—Depreciation E x pense the pamphlet states, "The inference can be taken that
property records will be necessary a n d . . . it appears that a
dated record will be required." Again I should like to quote
from that publication general recommendations on what the
property system should be: First, the detail of the record should
be kept to a minimum, without curtailing its benefits; second,
the record should be maintained on a dated basis so that the
years of construction are readily available and will meet the
requirements of the F P C and N A R U C instructions; third,
the type of record should be carefully selected to minimize
maintenance cost; and fourth, the use of system average costs
for mass property is recommended as the most simple and
least costly.
In the case of mass property accounts in the transmission and
distribution property classifications (poles, towers, and fixtures, overhead conductors and devices, etc.) pricing of retirement units can be simplified by use of average costs obtained from historical property records. Units of property installed may be summarized annually from work orders both
as to quantities and as to actual costs and added to the accumulated totals of net additions as of the beginning of the
year to arrive at the average unit cost of installed property.
This averge cost can then be used for pricing subsequent retirements of property units. When use of this method of pricing is adopted the accumulated average unit cost should first
be developed as of the end of each of the preceding eight or
ten years. Then a study should be made of a representative
sampling of the current year's retirements and the year of
installation ascertained for each unit of property included in
the sampling. The original installed cost of these units in the
study should then be determined from work orders or other
historical records and the average actual cost computed. Comparison of this average with the accumulated average costs
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developed for the past several years will indicate the preceding
year's accumulated average cost that most nearly approximates
the actual average cost and should be used to price current
retirements. It will also show the period of lag that should
be used in pricing future retirements. Periodically similar
samplings must be made of current retirements to be assured
that the accumulated average cost being used in pricing retirement units approximates the actual cost thereof and that
the period of lag need not be changed.
Account 409—Income Taxes—It appears to be a requirement
that accruals for income taxes be apportioned among utility
departments and non-utility departments to the end that each
tax be included in the expenses in the department giving rise
to the income. The practicality of such a procedure is surely
open to question. Furthermore, the section does not provide
generally for income tax apportionment to income or surplus
debits. If any income tax apportionment is made, it should
apply equally to credits and debits, or substantial distortion
of the income statement might take place.
SUMMARY

The foregoing items are the ones that appear to me to hold the
most interest for the utility accounting executive and in which many
of the problems facing you are concentrated. A s for general suggestions to facilitate conversion to the revised system as of January 1,
1961, may I refer you to those contained in a paper presented at
the National Conference of Electric and Gas Utility Accountants
in April 1960 entitled "Major Revisions in the F.P.C. Uniform System of Accounts" by Messrs. Drexel and Ballinger, as follows:
It will be necessary to:
• Prepare and issue a revised uniform system of accounts to fit
your own particular requirements including sub-divisions of
accounts as necessary.
• Prepare a conversion chart for use by all employees, particularly accounting personnel.
• Revise all instructions, bulletins, procedures, statements, reports, etc., to reflect the new account numbers and titles, as
appropriate.
• Devote considerable time to the reclassification of expenses
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for 1960 in order to compare accounts applicable to the year
1961 with those of 1960; however, balance-sheet revision for
comparative purposes should not be difficult.
• Encourage all accounting personnel to study the revised uniform system of accounts well in advance of January 1, 1961.
Encourage or hold meetings and discussions for all employees
concerned so that they will have every opportunity to become familiar with the new system and perhaps understand
it.
Thank you for your attention. I shall try to answer any questions you may have.
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